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Feature Article - Experimental Price Indexes for Age Pensioner Households: An 
Update 

"Tit ice was publshed in Ausalan Economie Indcalors September 1995 esue on 1 
‘September 1995, 


In anwar 1992 he ABS, acting upon a recommendation ofthe House of Representatives 
‘Standing Commitee on Finance and Pubic Adminisration,publshed an oration Paper 
tented the Australian Consumer Pcs index: Peasy of ConsrucingPnce Indexes fr 
‘Special Population Group’ (AS cal no. 64.0). In tha study experimental price indexes were 
‘onstcted forage pensioner households and wage snd salary exer housenalse 


In presenting the resus of he study the ABS undertook regulaty publish updated versions of 
the indexes "The sto these appeared inte ly 1989 exon of Austaian Econanic 
Indestors. Ths article presents further update ofthe pice ndeves using amore vetned 
‘metnedolagy than was used inthe engna frmaton paper and he 1993 update 


‘Assumptions and methodology 


‘in constuctng the experimental indexes has been assumed that curent Consumer Price index 
(CP) samples provide nate rice information relevant o each ofthe target papulaon groups 


\Woghts forte expermenta indexes were cleuted as follows: average weekly expencture 
ata forthe special popultin groups rom the 1988-89 Household Expenditure Survey (HES) 
were aggregated tothe expenditure castes used inthe CP. Adjustment ire rade for under 
‘eporing of spending on eoacco and alcoho and expendture aggregates were ase to 
1999-90 levels using movements in he felevant components ofthe CI. The resuling average 
\weoly household expenditures wee used o eae weighs, sh the wht fx Sy eatgory 
tt expenditure beng the percentage of tal expenditure for which accounts. 


Experimental index numbers were comple by using weights, calculated separately for each 
population grup. to cmane essing CPi expendture clas dex numbers previous studies 
Separate weighs were only applied at the major commodiy raup level 


‘The folowing deiitions of special population grups were adopted: 


“+ Age pensioner household capa ety households with he age pension asthe gest 
Saurce of income and a wee income of es han $175 ne case of one person 
households or S280 nthe case of to person household, 


+ Wage and salary exmernousetolds -captal cy households dering at east hee 
{uarers of tht oa name rom wages and salaries, excluding the 10 pe cent such 
ouseholds wih he highest ncomes, While hs population group is he same as the CPL 


Population, index outcomes fer tom the CPI. This is because the CPI is calculated as a 
eres of chain inked indexes for which the weight of component tems are updated 
Spproumately ever fe years. By convast the experimental indexes presented here are 
Based ona singe set of weighs, 


Weighting patterns 


In constuctng the CPI, household expenditure i ded ino he flowing eight mor 
Comedy groups: food: cling; housing: household equpment and opetaten: transportation; 
‘apacco and alahol: heath ad personal care and rcreaton and education. These gfoups are 
Ged num io 35 sub-groups and the sub-groups no 20T expendiure clases. Far 
{etal desertion ofthe CPI commeaiycassfcaton see A Guide tothe Consumer Price 
Index (a5 Cat No. 5440.0). 


“Table shows he average weeky expenditures a the lor commadly group level calcusted 
{fom HES data, foreach ofthe experimental populations. Table? Iss he weights calculated or 
Useln constucing the experimental indexes 


‘Table 1: Estimated Average Weekly Expenditure by Major Commodity Group 


Premera ene, "ar penser hoceol Wage andar caner boca 


‘Table 1 shows ha there ae sigiicant dterences in absohite expenditure between the 60 
population groups, wth wage and salary earner househalds spending sigiicany mare than age 
Pensioner households ona majx commodity groups. However. the relevant comparison in 
Sting the behaviour a pice indexes, isthe proportion of tol expenditure accourted for by 
{ach clegoy; ss efleced in the weights. Examination of Tale 2 reveals some substan 
ferences weg pattems. A much higher weights assigned othe food and heath and 
etsona care groups fr the age pensioner households Index whe the wage and salary eamer 
Index gives gester weight io housing, tansporaton and recreation and education. These 
‘ferences party reflect te greater maoaty and asposatie Income of wage and slay exer 
households and igher nolence of hme onnership by age pensioner houshalds, 


Table 2: Weights Used in Constructing Experimental Indexes: Major Commotity Groups 
@ 


repens cee) “ae pesiner bowels Wage and aly ere hourale 


Index outcomes 


‘Graph 2 shows index vel fr both wage an salary earner households and age pensioner 
households rom December quartet 1686 19 March quarter 1995. Graph 2 shows the changes in 
the levels ofthese indexes since the coresponding quatro he previous Yes. om December 
‘are 1987 to March quarter 1995 From December quarter 1966 a March quarter 1995 the 
‘Tage and salary eamer household ines nreased by 3.4 percent whe the age pensioner 
household index increased by 4.0 per cent a elatvely smal ference over an eight year 
vlog. Gstuainspecton of Graph {might lad ote vew tal he diference = greater than hi 
Because in March quale 2995 the age pensioner household index was amos tves and a halt 
Percent higher than the wage and slay earner houseald index: Moweverclser examination 
Fevesls hat the age pensioner household index lve was almost hes percent higher tan he 
‘wage and salary eamer index in December quater 1 986, soe change eves has been 
‘Sar fr both doves, 

‘GRAPH 3: EXPERIMENTAL INDEXES: ALL GROUPS. 


‘GRAPH 2: EXPERIMENTAL INDEXES: ALL GROUPS: Change from same quarter at 
‘previous year 
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‘The experimentalindexes area measure ofthe change in prices over tine for wo distinct 
Population groups. Te indexes do nt measure the dference actual pices pa by these 
Population groups. The fact at the Index forage pensioner househlds uss ree pe cent 
higher than he index fr wage and slay earer households n December quate 1936 does not 
‘mean that age pensioner households pal hgher pies than wage and salty earner 
households As noted above, one of te assumptions made nhs su shal bth populsion 
(70ups pa the same pices for goods and services covered bythe Indexes 


Whe the change in each index over the ene period ofthe study's sia, the pater ot 
change nas not been th same aver shir periods. From June quarer 1959 to March quarter 
{bor the wage and salar enmer household incensed aster than he age pensioner 
household index whe fram tune quer 190] to September qual 2994 the age pensioner 
household index increased faster han the wage and salary eaer Rauseheld index. The dex 
‘or wage and salary earer households inceased by 62 pet cen between June quarter 1989 
fd March quater 1991 compared o 0 percent forage pensioner heusehalds, le the wage 
land salary eamer housdald index rose 9 percent between June quarter 1901 and Sepiember 
‘quarter 1908 compared to 13.0 per cent forthe age pensioner househals index 


Main causes of short term variations 


‘The experimental indexes were consiucted by sppiying diferent sets of weights othe same 
prices daa An diferences ne behaviour of the ndexes must heofore be du oaferences 
Inne weights However cteren weiss wi ie ise to aiferent index outcomes only 10 the 
xen tha the underiing pce seres verge. Far example, ll undeing pice series 
Incrensd by 30 percent vera gen period then ary pice nex constructed rom hese series 
would mcrease by 20 pr cent regards of weights ender fran fer nthe basket © 
Conte Signifcaniy to diferences i the expermental indexes mus! sats to ete, 
ame 


+ weights nthe wo indexes must be sigan dierent and 
+ the toms price sties must diverge signteanty rom the pce Srles freer tems. 


Weights of selected expenditure classes foreach population group are Usted in Table 3. The 


expenditure classes chosen ae thse for which the weighs difer mos between population 
‘raups but also nce hospital and meen services (elected for reason etc eo). 


“Table 3: Weights Used in the Construction of Experimenta Indexes, Selected Expenditure 


Classes 
rt onenanue cape ‘Ap pensioner bouehols Wage and say eae Poueole 
‘Siuomrenesoned ating on as ian 
‘Serge met caer ba te 
Ssactepars and armence ie in 


“The mos significant sources of variaion ne behaviour fhe experimental indexes or wage 
and salary earer houseelds and age pensioner households ste merigage inorest charges and 
‘Consumer era charges, These have a combined weight of 1.47 per cent nthe wage ar 
‘Ss eamer household index compared 8.254 per eet nthe age pensioner household 
index, Graphs lt othe magage interest charges rx, he consumer credit charges 
Index and heal teups (wage and salar eamer household) dex fom December quarter 1986 
‘March quarier 1098. The vergence between the indexes for consumer cea charges ard 
‘mongage eres charges and oer ime series sproneunced. 


‘AND CONSUMER CREDIT CHARGES 


‘During the perio wnen he wage and salar eames household index rose taste than the age 
pensioner household index une quater 1289 o March quarter 1991) the dees for consumer 
{ea charges and morgage interest charges were ring much faster than ater pice sees 
‘Stmlty en the index fr wage and salary carer Nouseods was sg more Sony an ME 
‘age pertioner household index (une quan 1901 to September quater 1994) the consumer 
ea charges and morgage ntrest charges indeves wee eer fling rng less rapidly 
than other pce series. 


‘The hospital and medical services expendiue lassi significant. though elatvely less 
Impanant cortutor to derences nthe beau ofthe to experimental indexes, Prices for 
hospital and mesa services have increased much mote raid over the period othe study 
than pices fr mes goods and services (see Graph &) Mosptal and medeal semwices has 3 
higher weight inthe age pensioner household index than ne wage and salary ener 
household nde, ad therefore aflets the age pensioner heusarai index mae than the Wage 
and salary eamer index: Setween June 091 and Seplomber 1994 hosp and medal services 
ontiouted 0.925 past heise inthe age pensioner household index ut only 0.685 pons to 
the ise in he wage and salary eames households nde. aaiference of 0.241 dex pots 


(GRAPH 4: EXPERIMENTIAL INDEXES: ALL GROUPS AND HOSPITAL AND MEDICAL 


Hophtoninntatenie “4 


‘An important assumption in his study shat he same set of pices applies to both wage and 
Salary eames household and age pensioner househads, While ts may be a reasonable 
‘assumption for tems suchas Hes vegetables, cing, household durables and aulometve tel 
iflcunikey tobe val for hospital and medal serves. Age pensioner households are uney 
‘have private hospital cover and are more lkely than wage and salary exer households tobe 
bul biled by medial practoners Some other area ofthe index where age pensioners are 
kay to pay aferent cee to wage and salary eamers are ents, dental serves, 
fharmaceuteal and urban tenspor fares 


Other expenditure classes ised in Table 3 make much smaller contributions 1 the dterences in 
Index outcomes. Athough thee are sgnticant ferences i the wags a these expendre 
Classes nthe ferent indexes, te pice sees do nt dverge as suongh fom one anaeras 
Go he indexes fr mongage eret charges, consumer ced charges ahd hosp sn eal 


‘The experimental indexes presented hee exhibit greater short serm variations in behaviour than 
those nthe 1092 nfrmaton Paper. Tiss because the moe delaled weighting pater used 
th sy aos ergeces oie pe sees hae gles npact On aayegte 


‘This study contims that pice indexes for special population groups consiucted using price 
Information colected or se win he CP are unity to aifersigniicany tam the CPL over 


petods ottme spanning and edending beyond the business cele. Over shore time pecs, 
Fowever, signet dferencesnndex behavou may emerge. These dilerences are greater 
hen the indexes are constructed using low eve ather than more aggregated weighs. 


‘This feature arte was conrbute by John Higgins, ABS. 
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